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KUWAIT: KEY ECONOMIC INDICATORS 


All values in millions of US$ unless otherwise stated KD1=$3.70 
KD1=$3.59 
KD1*$3.47 
KD1=*$3.43 
KD1=$3. 38 


1980 1982 1983 1984 
Income and Production 


GDP at Current Prices 27,544 19,895 21,336 22,2964 
Per Capita GDP (in $) 20 ,032 12,712 12.761 13,115 
Crude Oi] Production (mil US b1) 607 300 384 

(mil b/day) 1,66 n -822 1.05 
Natural Gas Utilized (bil cu ft) 260 146 171 
Refinery Production (mil b1) 123 153 173 
Electric Power (mil kw) 9,023 11,224 12,499 
Desalinated Water (mil imp gal) 23,354 28,181 31,470 
Fertilizers (000s met ton) 467 508 487 


Money and Prices 


Money Supply (currency in circulation 

plus demand deposits, end of period) 2,479 3,821 3,089 
Quasi-Money (deposits, excluding 

demand deposits, end of period) 8 ,096 1,26) «12,5171 
Wholesale Price Index ('72=100) 194.0 : 209.8 1 
Lost of Living Index ('78=100) 114.5 138.7 141.1 


Balance of Payments and Trade 
Exports oa Re-Exports 20,531 11,0752 


Of Which: Oi] 19,059 9 ,4592 
Imports (FOB) (Excluding Gold) 6,058 6,793? 
Net Imports Nonmonetary Gold 629 1512 
Trade Surplus 13 ,844 
Current Account Surplus 
Investment Income (Net) 

Imports from United States 

Of Which: Autos 

Auto Parts and Service Equipment 

Trucks, Trailérs, Buses 

A/C and Refrigeration Equipment 

Construction Machinery and Equipment 

Aircraft and Parts 

Oil and Gas Field Equipment 

Apparel, Textiles (Fabrics and finished 

Products) 
U.S. Trade Surplus with Kuwait 461° 


Public Finance 5 
Fiscal Year Runs July Through June 1981/1982 1982/1983 1983/19842 1984/1985 


Revenyes 15,455 14,635 15,173 
Oil, 9,822 8,089 9,993 9,612 
Investment Income 4,847 5,742 4,405 
Other 786 804 775 1,038 


Expenditures 10,989 10,942 10 ,664 11,807 
Current 6 ,804 7,783 7,221 8,533 
Development and Land Acquisition 3,918 3,055 3,341 35175 
Kuwait Fund for Arab Economic Development 267 104 102 99 


Surplus 4,466 3,6$3 4,509 


Through third quarter 1984 

Preliminary 

quune 1983 figure 

embassy estimate based on available figures 
Projected 


Sources: Central Bank of Kuwait: Economic Report 1983 
Central Bank of Kuwait: Quarterly Statistical Bulletin 
October-December 1984 
U.S. Foreign Trade Statistics, Bureau of the Census, U.S. 
Department of Commerce 





INTRODUCTION AND SUMMARY 


Wealthy Foundations: Kuwait's oil-based economy remains one of 
the wealthiest in the world. Although it suffered reverses in 
the early 1980's, it has already begun to climb back. Because 
of reduced oil revenues and the effects of the Iran/Iraq war, 
national income in 1984 was still well below earlier heights. 
Even so, 1984 per capita gross domestic product had edged up 

to $13,100 from its low of $12,700 in 1982. This compares with 
a high of $20,000 in 1980. Modest improvement in the oil market 
fueled real economic growth of 3.3% last year, with an inflation 
rate of only 2.1%. 


Kuwait's oil reserves of at least 66 billion barrels -- with 
estimates of up to 100 billion barrels -- coupled with oil 
production costs of only a little more than $1 a barrel, should 
assure prosperity for several generations. Reserve funds of 
$75 billion gontinue to grow, even though the General Reserve 
fund is being tapped for current expenditures. Investment 
income, reflecting prudent government policies, is relatively 
larger than in other oil rich Gulf states and reached 70% of 


oil revenues in fiscal year 1983 before falling back below 50% 
in FY 1984, 


Economic Problems: While the country's macroeconomic future 
appears secure, on the microeconomic level there are problems 
to be overcome. The private sector, accounting for about 30% 
of the economy, remains stagnant. The crucial financial sector 
is still struggling to control the fallout of the 1982 crash of 
the extraofficial Souk Al-Manakh stock market and an attendant 
decline in stock and land values generally. The country is 
heavily dependent on expatriates, who constitute nearly 80% of 
the labor force. With many major infrastructure projects 
completed, and with government plans to reduce the extensive 
system of consumer subsidies, the efficient distribution of 
future oil wealth to the people will be increasingly difficult. 


Oil production dropped precipitously from 2.5 million barrels 
per day in 1979 to only 825,000 bpd in 1982, before recovering 
modestly to just over one million bpd in 1983 and 1984. Exports 
plummeted from more than two million bpd in 1979 to 370,000 bpd 
in 1982 and up slightly to nearly 550,000 bpd in 1983. And 

the price per barrel for Kuwaiti crude had dropped in stages from 
$35.50 in 1981 to $27.30 by 1983, where it remained as 1985 
began. Only refinery production and product exports have 
recovered to 1979 levels. As a result of this decline in 
production and prices, by 1982 oil revenues were less than half 
of their 1980 high and had only improved slightly in 1984. 





Nevertheless, reflecting Kuwait's fundamental strength in 
petroleum, the government-owned Kuwait Petroleum Corp. (KPC) 
has expanded both upstream and downstream, at home and abroad, 
to vie with the established giants of the industry as a major 
integrated oil company. 


The four-year old war between Iran and Iraq has also contributed 
to the major downturn in the economy. The war has interrupted 
important re-export trade, damaged confidence, and led to a 
spate of terrorist bombings in Kuwait on December 12, 1983, 

and to attacks on oil tankers including three Kuwaiti tankers in 
the Persian Gulf. 


Business Prospects: With the pace of business and development 
spending slowed and the re-export market stagnant, the Kuwaiti 
commercial outlook for the next year is moderately bearish. 

U.S. exporters to Kuwait will continue to be pressed by strong 
competition from Japanese and European firms. To cope with this 
more constricttéd market, American firms will not only have to 
price their goods and services competitively but focus on areas 
of technology or expertise where the U.S. has a clear advantage. 
These areas include equipment for electric power generation and 
distribution; medical services; oil, gas and petrochemical 
development; telecommunications; security systems; environmental 
protection; and solar energy. Allowing for Kuwait's relatively 
small population, there are still real trade opportunities here. 


In terms of contracts, local companies, which have grown in size 
and sophistication, will increasingly challenge foreign compan- 
ies for major project work such as housing and roads, though 
they will continue to employ foreign subcontractors for more 
complicated projects. Joint ventures with Kuwaiti firms offer 
significant advantages to U.S. companies interested in projects. 
Kuwait's aggressive foreign investment policies may provide 
additional opportunities for joint ventures between U.S. and 
Kuwaiti firms in third countries. 


In seeking opportunities in the Kuwait marketplace, American 
firms can expect even-handed treatment. In addition, the 
excellent political relationship between Kuwait and the 
United States provides a positive context for business 
activity. The arrival, in September 1984, of a new U. S. 
Ambassador after more than a year of strain in our bilateral 
relations was an important sign of the improved U.S.-Kuwaiti 
relationship. The presence of an Ambassador insures that 
trade problems between our two countries can be aired, and 
that U. S. Government and private interests can be defended 
at an appropriately high level. 





PETROLEUM 


Lower Production, Exports and Revenue: Kuwait's proven oil 
reserves are estimated at about 66 billion barrels, ranking it 
behind only Saudi Arabia and the Soviet Union. At current 
production levels, these reserves would last more than 200 
years. Recent discoveries could raise proven reserves to 100 
billion barrels. Kuwait would like to resume production at or 
near its past, self-imposed ceiling of 1.25 million bpd if 
international demand for oil were to rebound to traditional 
levels. As it is, its 1983 OPEC quota of 1.05 miilion bpd was 
reduced to 900,000 bpd in November 1984. Kuwait's total produc- 
tion (including its share of Divided Zone output) averaged only 
822,000 bpd in 1982 but picked up to 1.05 million bpd in 1983. 
In 1984, total production again averaged over one million bpd. 


Crude exports averaged 544,000 bpd in 1983, a 34% rise over 

the 1982 low point of 369,000 bpd. Recent discovery of light 
crude (38.5° API) has given rise to plans to supplement 
Kuwait's usual medium heavy (31° API) exports as soon as prac- 
ticable. Although KPC still sells most of its oil by contract, 
the amounts are likely to diminish as contract customers try to 
shift toward spot sales to take advantage of oil price uncer- 
tainties. Product exports for 1983 were 385,000 bpd. Although 
figures are not yet available for 1984, product sales comprise 
an ever-increasing share of KPC exports, with KPC's own 
European outlets being important customers. 


The Kuwait Oil Tanker Co., a KPC subsidiary, suffered three 
Iranian attacks on its tankers in the Persian Gulf in May and 
June 1984. KOTC continues to lift Kuwait's petroleum exports, 
however, as do other tanker fleets, some of which have also 
been targets. 


Kuwait's oil revenues rose from $8.09 billion in FY 1982/83 
to $9.99 billion in FY 1983/84. Although this 23% increase 
represents a significant recovery from the previous year's 
slump, revenue levels are still far below the peaks of 
earlier years. This recovery will probably be stalled by 
the oil production cuts of late 1984. 


Domestic Development Plans: Notwithstanding the problems of 
the world oil market, KPC has continued its ambitious domestic 
development program in 1984. Its central project involves a 
$4.3 billion expansion of capacity at the Mina Abdullah and 
Mina Al-Ahmadi refineries, the former project undertaken by 
the KPC subsidiary Santa Fe Braun. Kuwait's overall refining 
Capacity was about 525,000 bpd in late 1984. When these 
projects are completed it will be 670,000 bpd. 





Petrochemicals Industries Co., another subsidiary of KPC, is 
working on a $110 million polypropylene plant with a capacity 
of 62,000 tons/year. The downturn in Kuwait's oil revenues 
forced KPC to reassess a number of other domestic projects in 
1983. Some projects, notably PIC's olefins/aromatics plant, 
were cancelled. On the other hand, PIC's fourth ammonia line 
was commissioned in August 1984, raising ammonia capacity to 
one million metric tons per year. 


Foreign Development Plans: Oil and Industry Minister Shaikh Ali 
Khalifa Al Sabah, chief architect of KPC policy (he is also 
KPC's chairman and managing director), has made no secret of 

the fact that Kuwait intends to expand its operations-.to include 
both upstream and downstream investments abroad. 


Europe 


In February and March 1983, KPC took its first steps in the 
European oil market by purchasing Gulf Oil facilities in the 
Benelux countries and Scandinavia. In January 1984 it bought 
Gulf's Italian facilities as well. KPc thus became the owner 
of more than 1,600 retail gas stations in the Benelux and 
Scandinavia, one 75,000 bpd refinery in Rotterdam, another 
85,000 bpd refinery outside Copenhagen, two lube oil plants, 
eight terminals in Denmark, a 50 percent interest in 30 
terminals in Sweden, a refinery near Milan (which it will use 
for storage only), and 1,500 retail outlets in Italy. 


Although thus far only at the discussion stage, it is still 
possible that KPC will acquire Gulf's Milford Haven (Wales) 
refinery and associated gas stations in the United Kingdom. 
All of these European facilities were built by Gulf, a former 
concessionaire in Kuwait, to accommodate Kuwaiti crude. KPC 


also purchased 24.9 percent of the German chemical giant Hoechst 
in 1982. 


KPC has equity in the International Energy Development Corp. 
(IEDC), a Geneva-based consortium involved in exploration, 
primarily in less developed countries. Success has been 
limited thus far. 


Asia and the Middle East 


After consolidating its investments in Europe, KPC may turn its 
sights east. The Oil Minister visited Japan, China and South 
Korea in January 1985. The company is eager to break into the 
Japanese market, but it has no illusions about the hurdles it 
faces in Japan's insular economy. For example, its hopes of 





succeeding to Getty's interest in a Japanese refinery in 
connection with the Texaco-Getty buyout were not met. Other 
traditional KPC customers such as Singapore and Thailand will 
continue to be served from Kuwait. 


KPC has made considerable investment in petrochemical companies 
abroad. It is investing in a petrochemical complex in Bahrain 
and, through its subsidiary PIC, has equity in four phosphorus- 
based fertilizer plants in Tunisia. PIC is also active in 
Turkey. Along with Tunisia and the People's Republic of China, 
KPC signed an agreement on a project to manufacture fertilizer 
in the PRC in February 1985. 


Through its subsidiary Kuwait Foreign Petroleum Exploration Co. 
(KUFPEC) , KPC has initiated exploration projects in the less 
developed countries. One-third of KUFPEC's activities are in 
the Arab countries. According to its Chairman, KUFPEC received 
over fifty offers to conduct seismic, geophysical, and test- 
drilling operations in 1984. So far, KUFPEC has concessions in 
fourteen countries and has drilled 39 wells. In 1983, KUFPEC 
became an operator for the first time in projects in Bahrain 
and Tunisia. Other joint venture projects are planned or 
underway in Indonesia, Egypt, the Congo, Oman, Tanzania, Sudan 
and Turkey. Negotiations for drilling concessions in Pakistan 
continue. KUFPEC's most substantial commercial discovery to 
date has been in Indonesia where it is part of an oil explora- 
tion consortium which includes Gulf Oil. 


The United States 


Minister Ali Khalifa has said that he views the United States as 
a promising locale for exploration activity. In 1982 KPC bought 
the well-known U.S. oil service company Santa Fe, which itself 
had just bought the petroleum engineering company C.F. Braun. 
The package cost $2.5 billion, and KPC acquired Santa Fe's 

large inventory of drilling rigs, extensive oil leases in the 
U.S., leases in the Gulf of Mexico and the South China Sea, an 
interest in the North Sea, and a pool of oil industry expertise. 
Shortly after this purchase the Department of the Interior ruled 
that Kuwait could not have access to federally-leased lands, 


but KPC went to court and the decision was reversed early in 
1985. 


Earlier, KPC/Santa Fe purchased the U.S. oil and gas explora- 
tion firm Andover Oil Co. of Tulsa for $150 million. Andover 
has proven gas reserves of 233 trillion cubic feet and a drill- 
ing subsidiary with 14 rigs. KPC/Santa Fe also purchased 
Occidental's geothermal electric plant in California in November 
1984 for $350 million. During the year KPC was unsuccessful, 





however, in its bid for a former Gulf refinery in Louisiana and 
associated service stations being sold as a condition of the 
Chevron-Gulf takeover. 


A World Role: Observers have commented that Kuwait's petroleum 
industry, despite low production and lower exports, has come of 
age. KPC's foreign investment policies have focused consider- 
able attention on the company in the last few years. The highly 
visible public profile of Oil and Industry Minister Shaikh Ali 
Khalifa Al-Sabah has also brought attention to Kuwait. The 
Minister has been prominent in efforts to promote an understand- 
ing among the OPEC countries as conditions in the oil market 
worsened in late 1984 and early 1985. Kuwait remains committed 
to OPEC pricing and production agreements and has been a vocal 
supporter of OPEC's efforts in the international marketplace. 


NON-OIL SECTOR 


As the key economic indicators on page two demonstrate, Kuwait's 
economy suffered a serious decline early in this decade, level- 
ing off with limited growth in the past three years. Drastically 
falling oil revenues were the principal cause of a reduction in 
gross domestic product by 28% from 1980 to 1982. The effects 

of the oil downturn continue to be exacerbated by the fall in 
re-exports, caused by the war between Iraq and Iran, and by the 
loss of the Saudi Arabian re-export market as that country 
completed major infrastructure projects and also expanded its 
own cargo facilities on the Gulf coast. A third major negative 
factor was the collapse of the so-called Souk Al-Manakh extra- 
official stock market in 1982. 


Facing Budgetary Realities: Budgetary outlays have stagnated as 
the government has had to dip into reserves for current expendi- 
tures. With fiscal year 1984-1985 (July 1 - June 30) expendi- 
tures of almost $12 billion, it is projected that over $2 
billion in investment income plus some use of reserves may be 
required to balance the budget. The government's foreign 
investment income itself also declined as interest rates came 
down from previous highs. 


The reserves drawdown reflects a government decision to cushion 
the oil recession by using capital built up during boom years. 
The current budget,providing less of a cushion than the 

private sector hoped for, reflects the austerity aims of reduc- 
ing waste and the number of expatriate workers, and generally 
adjusting to the reality of less affluent times. 





Distributing Petrodollars: Development spending for FY 1984- 
85 is budgeted at a substantial $2.7 billion. A major item is 
the $340 million conference center under construction for the 
1987 meeting of the Islamic Conference Organization in Kuwait. 
In general it is becoming more difficult to identify additional 
major public works in view of the widespread development that 
has already taken place. Allocation for public purchase of 
land, another method for distributing oil wealth, is only $495 
million per year for fiscal years 1983-1984 and 1984-1985. 


There has been considerable discussion about reducing the 
budget by reducing the extensive government subsidies either 
unilaterally or as part of an agreement on a common (reduced) 
level of subsidies within the Gulf Cooperation Council. The 
only recent action on this front was a substantial increase in 
the cost of gasoline two years ago, so that 90 octane gasoline 
is sold at 50 cents per U.S. gallon, up from its previous level 
of 19 cents Ber gallon. 


Balance of Payments Still Favorable: Kuwait is an exporter of 
oil and capital, the latter in the form of repatriated earnings 


by its huge expatriate work force as well as through public and 
private foreign investment. Trade and current account surpluses 
plummeted by 70% from 1980 to 1983. Net investment income did 
not drop so precipitously because the government's two 

principal reserve funds, the General Reserve Fund and the Fund 
for Future Generations, had both grown rapidly and were compound- 
ed until recently by having their earnings reinvested. Even in 
today's more difficult times the Fund for Future Generations, 
now standing at $35 billion, must grow because it cannot be 
spent and because it automatically receives 10% of government 
revenues (except investment income) each year. The General 
Reserve, which is tapped, nonetheless in mid-1984 still stood 

at a healthy $39 billion. 


The hoped for recovery in the trade account for 1984, based on 
anticipated improvement in oil revenues, probably did not 
occur. First quarter figures showed appreciable increases 

over 1983, but year end results will reflect the reduction in 
Kuwait's OPEC production quota. Kuwait, unlike some of its 
OPEC colleagues, did not resort to crude discount prices, 

and the price for Kuwait's medium heavy crude remains unchanged 
after OPEC's adjustment of prices for other crudes. As a 
result the prospects for increases in 1985 are not promising. 


The Gulf Cooperation Council, consisting of the Arabian Penin- 
sula states of Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and 
the United Arab Emirates, has adopted a common external tariff 
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and is moving toward duty-free trade within the area. It is 
also moving toward free movement of capital and of indigenous, 
though not expatriate, labor. The eventual goal is to integrate 
the six economies as much as possible. 


Foreign Investment Strength: Given Kuwait's small size and great 
wealth, foreign investment basically flows out rather than into 
the country. In 1984 the Kuwait Investment Authority was estab- 
lished to manage the two reserve funds mentioned above. It drew 
units handling investments from the Finance Ministry, and 

assumed supervision of the Kuwait Investment Office based in 
London. Most of its funds are invested abroad, mainly in the 
United States and Western Europe, with the United States attract- 
ing more than half. Kuwait favors equity investment over bonds 
and money market instruments. 


Kuwait historically followed a policy of spreading its equity 
investments among many foreign companies rather than seeking 
large blocks of shares in selected firms. Among other things, 
this diversification has avoided national disclosure require- 
ments such as that of the Securities and Exchange Commission on 
holdings of 5% or more. KPC has breached this policy with the 
purchases noted above in the United States and Western Europe. 
Other West German interests besides Hoechst owned by Kuwait 
include Daimler Benz (25%), Metalgesellschaft (20%), Bayer (10%); 
Volkswagen (6-10%) and Dresdner Bank (10-15%). The Kuwait 
Investment Office holds a major interest in St. Martins in 
London and through it has acquired significant British real 
estate. 


Other Kuwaiti agencies, such as the Public Institution for 

Social Security and the government controlled Kuwait Foreign 
Trading, Contracting and Investment Co., have substantial 

foreign holdings. Private Kuwaiti foreign investment is also 
Significant, especially because of the dearth of domestic invest- 
ment opportunities in the currently sluggish economy and with the 
speculative Souk Al-Manakh stock market out of existence. The 
government's xuwait Investment Co., well known for its ownership 
ot Kiawah Island off of South Carolina, the privately owned 
Kuwait International Investment Co., and numerous other invest- 
ment houses provide ample avenues for investing abroad. 


Kuwait has no foreign exchange controls although the Central 
Bank sets daily exchange rates based on a basket of major 
currencies. Since oil prices are denominated in dollars, in 
recent years Kuwait's real income per barrel has increased vis- 
a-vis most of its suppliers as the value of the dollar improved. 
The Kuwaiti dinar itself has very gradually declined against the 
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dollar from KD .270 per dollar in 1980 to KD .303 in February 
1985. 


Spotlight on the Banks: In late 1984 the financial health of 
Kuwait's key banking sector was increasingly questioned. The 
six commercial banks were known to have a high proportion of 
non-performing loans, some of which may never be repaid. 
Collateral in the form of shares and real estate has fallen 

in value and is no longer equivalent in all cases to the loan. 
The Finance Minister and the Governor of the Central Bank have 
denied that the situation is as serious as alleged and have 
announced that the government would not allow any of the banks 
to fail. 


As public discussion broadened to address the depressed state 
of the economy in general, the government formed a very senior 
Committee to Reactivate the Economy, with both government and 
private sectpr members. The Committee has recommended the 
creation of a company owned by the government and the private 
banks to buy the banks' inactive loans at a discount. Other 
recommendations to promote trade and light industry, including 
establishment of a free trade area and the erection of protec- 
tive tariffs,will require action by the National Assembly. 


Dividends and Branches: The Central Bank in recent months 
scrutinized the banks' loan portfolios closely. The press 
speculated that the banks would not declare dividends for 1984 
because they would need to use earnings to build up reserves. 
In the end,however, five of the six banks declared dividends 

up to 10% (much lower than usual and lower than the banks 
wanted) with the approval of the Central Bank. One bank did 
not declare a dividend and the Kuwait Finance House, the 
country's Islamic Bank which neither pays nor charges interest, 
paid no dividends to either its shareholders or its depositors. 


Notwithstanding domestic difficulties, some of the banks have 
been active internationally. Gulf Bank had opened an agency 
in New York City in 1982. In September 1984 both the 
Commercial Bank and the National Bank opened branches there. 
Kuwait's banks now have branches in major financial centers, 
and own jointly or have important interests in various 
financial institutions in other countries. They are also 
increasing their international syndicated loan activity, with 
the National Bank particularly active. 


Stock Market Crash After-effects: After the spectacular rise 
and crash of Kuwait's extraofficial stock market - the Souk 
Al-Manakh - from the spring of 1981 to August 1982, the govern- 
ment registered approximately 26,000 outstanding post-dated 
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checks with a face value of $94 billion. By netting out debits 
and credits of individual speculators the total indebtedness 
was reduced to $26 billion. 


Since the crash, the government has tried to contain its effects 
through a number of measures. Until April 1984 the government 
set floor prices at which it bought shares in the official stock 
market of companies incorporated in Kuwait. As the economy was 
buffeted by oil revenue decline, the Iran-Iraq war, and the 
stock crash itself, asset values dropped and the government 

came to own nearly 50% of all such shares. A small investors 
fund gave government grants of up to $7 million to those who 
could not pay their stock market debts. Forward premiums of 
more than 25% were made uncollectible. A complicated series of 
laws established commissions and panels to deal with those who 
were heavily indebted, and negotiable paper was distributed 
representing some of the assets taken over from the debtors. 


To date, the government has spent more than $2.5 billion to 
contain the problem. Stock and real estate values, the princi- 
pal forms of wealth in Kuwait, are depressed, and have under- 
mined the collateral held by banks. Numerous individual specu- 
lators are still burdened by huge debts they cannot pay, and 
business confidence has consequently not yet returned. 


On a more positive note, in September 1984 Kuwait opened a new 
and carefully regulated stock market for trading in Kuwaiti 
shares and a relatively few approved Gulf shares. Trading in 
the new market has been slow so far, and prices have not 
recovered. On the other hand, another speculative frenzy is 
unlikely, and the solid foundation of Kuwait's economy should 
push values up in due course. Recently, in an effort to stimu- 
late the market, the exchange decided to handle bonds as well as 
stock. The bond market itself has been quiescent, but easier 
access for investors through the exchange could encourage the 
reappearance of new issues. 


Foreign Assistance Remains High: Despite spending cuts and 
falling revenues, Kuwait continues to allocate considerable 


sums to foreign aid. Assistance through the Kuwait Fund for 
Arab Economic Development (KFAED) was a very high 1.9 percent 
of GDP in 1983, without taking account of other foreign 
assistance for which numbers are not readily available. These 
include Kuwaiti participation in the OPEC Fund for Internation- 
al Development, the Arab Fund for Economic and Social Develop- 
ment, and the Islamic Development Bank, as well as contribu- 
tions to other multilateral lending organizations. Assistance 
also takes the form of loans and grants from the central govern- 
ment directly to some of the less wealthy Arab states and of 
so-called Baghdad payments to Jordan, Syria and the Palestine 
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Liberation Organization. Kuwait made interest-free loans to 
Iraq totalling $6 billion earlier in the Gulf War. 


Most of Kuwait's development assistance is channeled through 
KFAED. In 1983 $403 million in KFAED loans was approved for 

27 projects. KFAED signed loan agreements totalling $229 
million for 22 projects in the first three quarters of 1984. 

As of June 30, 1983, KFAED had disbursed a cumulative total 

of well over $2 billion. Loans are made at highly concessional 
rates, and KFAED usually agrees to cover up to two-thirds of 
the project cost, although in certain African countries it has 
provided complete funding for infrastructure projects. Despite 
its name, KFAED makes loans to non-Arab Third World countries 
in Africa and Asia. In recent years,assistance to Arab 
countries has totalled less than assistance to Africa and Asia, 
with Asia the biggest beneficiary and China the biggest 
beneficiary in Asia. 


IMPLICATIONS FOR U.S. BUSINESS 

Commercial Outlook: The Commercial outlook in Kuwait will 
remain guarded for the next year, and beyond. The more 
cautious approach to spending, along with the declining oil 
revenues, the Irag/Iran war and the unresolved stock market 
muddle has retarded the pace of business and relief is not 

in sight. The war has drastically reduced two formerly 
steady and profitable reexport markets. Merchants still are 
overstocked with merchandise, causing a decline in the volume 
of Letters of Credit processed by local banks. Inventories 
remain high. Once the conflict ends the Irag/Iran markets 
are expected to revive gradually, although demand will 
probably pick up quickly for consumer goods and for priority 
items needed to rebuild damaged port and oil facilities. 

But massive and immediate spending by both combatants is 
believed to be out of the question, since the soft oil market 
will permit neither to earn foreign exchange sufficient for 

a spending spree. 


Increase in Development Spending: The Government of Kuwait over 
the past two years has attempted to counter the economy's 
recessionary trend through a series of austerity budgets aimed 
at moderating development outlays. In the financial year 1984/ 
1985, the budget is $11.8 billion with one of the dominant 
factors being substantial development spending which the 
government expects will give a large boost to the 

economy. The budget remains the major propellant of domestic 
business activity and the level of development spending 
continues to govern the pace of business over the longer term. 
Since the mid-1970's the government has restrained such spending. 
Between fiscal years 1977/1978 and 1982/1983, the government 
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spent between $1.7 billion and $2.3 billion for development 
projects. This steadiness is in keeping with its policy of 
fostering slow and controlled economic growth and also 
reflects Kuwait's limited absorptive capacity. 


The 1984/85 budget aims to boost a sluggish economy, especially 
in the construction sector. The total budget for development 
projects is $2.7 billion in 1984/85, compared to $2.6 billion 
spent in 1983/84. In the Ministry of Public Works where there 
is a heavy emphasis on projects, of its $1.3 billion budget 
for 1984/85, almost 90% or $935 million is designated for 
project expenditures. Aimost a quarter of the 1984/85 budget 
has been earmarked for the Ministry of Electricity and Water, 
where spending typically nas been also concentrated on projects. 
Of the allocated $2.6 billion to the Ministry, $1.4 billion is 
for capital projects. 


Development spending will continue to focus on essential services, 
with emphasis on the completion of projects under construction 

and new ones in the areas of power stations, roads, housing and 
telecommunications. Greater emphasis will be placed on repair 

and maintenance of existing facilities and equipment. 


Despite the recession and the more ccnservative attitude toward 
spending, there is sufficient volume and variety of projects in 
the Kuwaiti marketplace to continue to attract international 
subcontractors, consultants and suppliers. 


Major Project Plans: The following table shows, in summary 
form, the principal sectors and the development projects into 
which the GOK is now investing or may invest over the next 
decade. These figures are rough estimates of project values. 
They are incomplete, since estimates for all projects are not 
available. Moreover, some of these planned projects may be 
delayed or shelved. Despite these caveats, the figures are 

a reasonable "ball park" indication of present Kuwaiti spending 
plans over the next five to ten years. U.S. firms interested 
in more details on Kuwaiti major projects can obtain pertinent 
reports from the Department of Commerce. 





Major Project Spending 


Estimated Value 
(Mils U.S. $) 


Electricity 
Ras Al-Zour Power Station and 


Associated Construction and 

Equipment over 1,000 
Network Up-grade and Expansion 50 
Sabiya (New Town) Project 500 


General Construction 

-- Includes District and Regional 3,500 
Centers, Public Buildings and 
Facilities 


Health Care 

-- Regional Hospitals, Specialty 
Hospitals and Clinics (new and 
expanded, specialized facilities) 


Housing 
-- National Housing Authority 


Petroleum 
-- Refinery Modernization, Gas 


Gathering, Petrochemicals 


Transporation 
Shuweikh Port Expansion 


Inner Loop Road 
Mirgab Transport Center (scaled down) 
Jahra Motorway 


Telecommunications 
New Communication Center/Tower 
Submarine cables between Kuwait/Bahrain 
and Kuwait/Saudi Arabia 
Coaxial Cable Network 
National Control Center 





While figures are not available, there will also be continuing 
road projects, a short railroad line from Shuweikh Port to Ras 
Al Shairiq and water resources projects (desalination plants, 
water storage facilities and pipelines). There may also be 
smaller projects requiring more arcane technology and products 
in the environmental protection and alternative energy fields. 


U.S. Market Position: With recovery expected to be slow during 
1985 and well into 1986, the marketplace will remain conservative 
and highly competitive. This market condition will not bode 

well for the United States whose market share began to decline 

in 1983 and continued downward in 1984. For the last few years, 
the American marketshare has been 13 percent of imported goods 
and services, consistently behind the Japanese at 21 percent. 
Japan has remained the main supplier of goods to Kuwait, while 
West Germany has moved into second position in 1983/84, replacing 
the United States, now third in the market, followed by the 
United Kingdom. Traditional U.S. export strength has been in 
passenger aytomobiles, auto spare parts, air conditioning 
equipment and industrial machinery (including oil and gas 

field equipment and services). Despite the competitiveness 

of the market, the American position, considered as a whole, 

has been relatively strong. But there are some recent trends 
which have caused the U.S. market share to deteriorate. 


Among the factors making American goods and services less price 
competitive are the inflationary price rises of the late 1970's 
and early 1980's, combined with the now strong American dollar. 


The foreign exchange factor does make a difference, sometimes 
adding up to 20 percent to the cost of American goods relative 
to comparable products from Europe and Japan. This exchange 
rate differential, along with aggressive marketing, has helped 
the Japanese, and now the West Germans, make further inroads 
into the markets formerly considered secure preserves for 
American exporters; i.e., central air conditioning systems, 
refrigeration equipment and heavy industrial equipment. 


American dominance in the passenger car market here has ended. 
Recent informal estimates put the present market share of 
Japanese cars at 58 percent, followed by the United States at 
28 percent and the Europeans at 14 percent. Japanese cars 
generally priced below American makes and the smaller, in- 
expensive autos are increasingly purchased by lower income 
expatriates. Even Japanese models comparable in size and style 
to American models are lower in price. As American car makers 
export downsized models, which are still more expensive than 
their Japanese counterparts, consumers are opting for the lower- 
priced Japanese cars since they see little distinction between 
them other than price. At the luxury end of the market, buyers 
are turning to the German Mercedes-Benz and BMW and to Japanese 
sportcars. A sure indication of where car market money is now 





made is the fact that "unauthorized" car importers are now 
bringing in the Mercedes-Benz to sell at cut-rate prices. 
Two to three years ago these dealers were bringing in 
American makes. 


Heightening Competition Spurs  Protectionism. Competition 
for major project work continues to be fierce, particularly 


as the GOK restricts development expenditures and more local 
companies develop experience and expertise. Kuwaiti clients 
generally select the lowest priced bid. Specifications must 
be met, but the price is the dominant factor in most contract 
awardings. Japanese and European companies have been very 
successful in winning major project contracts in petroleum 

and petrochemicals, power generation, telecommunications 

and water resources. Unfortunately, when the American firms 
bid, and this is infrequently, the bids tend to be very high-- 
too-high. 


Some Kuwaiti construction firms and/or Kuwaiti-based construction 
consortia have become so large and sophisticated that they are 
now winning the majority of civil works projects, elbowing out 
Korean contractors who have been successful in recent years on 
large projects. Some local firms will bid a project deliberately 
on the cheap side, with no margin for profit just to get the 

job to keep their labor force working and the company active 

in the market. 


In March 1984, the GOK approved a package of measures intended 
to revive the flagging economy and to protect local industry, 
much of which is focused on the construction sector. One 
measure calls for a ban on foreign construction companies 
taking public sector contracts and for priority awarding of 
such contracts to local companies whenever possible, "within 
reason" and regardless of price. Should it be determined that 
public sector contracts must, because of the complex nature of 
the project and/or works to be performed, go to a foreign firm, 
there is a clause in the contract requiring that at least 40 
percent of the work is to be subcontracted to a local firm. 
Further, the contractor is required to source and/or purchase 
all equipment and materials locally to ensure that the multi- 
plier effect of government spending on construction is not 
diluted. To encourage local companies further, large contracts 
are to be subdivided to give small contractors a chance to bid 
for them and small firms are encouraged to pool their resources 
to tender for bigger projects. 


In keeping with the Kuwaiti government's strong policy which 
encourages the use of local contractors, the National Housing 
Authority has continued to award all of its contracts to local 
contractors, dividing major projects among several contractors, 
subcontractors and suppliers. 
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GOK ministries in need of consultants have insisted that 
non-Kuwaiti A&E firms associate with Kuwait A&E firms in 
order to be considered for design and construction super- 
vision contracts. Other foreign-local associations between 
consultants have arisen naturally as a result of the growing 
expertise of local firms. Local consulting and construction 
firms will increasingly participate in major project work 
beyond the traditional agent/principal relationships. Joint 
venture partnerships, prevalent in Saudi Arabia and other 
parts of the Gulf, are beginning to be looked into seriously 
in this market; for example, the Koppers/Kharafi joint venture 
to build the new runway at the Kuwait International Airport, 
valued at $68 million. 


Prospects for U.S. Business. To cope with the tightening 
Kuwaiti market, U.S. firms must offer competitive prices and 
good service. American firms may also do better in areas where 
U.S. products or services have a technological edge and where 
American expertise and "name brands" are respected. But, prices 
must be right. Oil field equipment and services, electronic 
power generation/distribution, telecommunications, security 
systems, medical equipment are promising markets for American 
firms. In addition, there are areas of more specialized 
technology which are of growing interest to the Kuwaitis such 
as expertise and equipment in the fields of environmental 
protection and alternative energy. More traditional products 
such as foodstuffs and apparel also have potential, if 
competitively priced. 


Americans may also be able to take advantage of Kuwait's 
aggressive foreign investment policies and aid to developing 
countries as a vehicle for formulating joint ventures with 
Kuwaiti firms in the United States and in the developing 
countries. 


Arab Boycott Complication. Kuwait's adherence to the Arab League 
boycott of Israel may inhibit or prevent some American firms from 
doing business with Kuwait. Some American companies are already 
boycotted. Others under investigation by boycott authorities 
cannot bid on Kuwaiti government tenders, although their goods 
can still be marketed through non-tender sales. At times an 
American firm can be caught between conflicting requirements 

of Kuwaiti and American boycott regulations. Some of these 
conflicts can be resolved to satisfy both Kuwaiti and American 
law, while others remain insoluble. 


U.S. firms will encounter Kuwaiti boycott procedures in certi- 
ficate of origin, letters of credit, shipping documents, some 
provisions of tenders and contracts, and requests from the 

Kuwait Boycott Office to furnish information about the firm's 
business relationships. Generally, the receipt of a request 

to participate in a restrictive trade practice or boycott must 

be reported to the U.S. Department of Commerce, although there 
are some exceptions. For more information on these exceptions 
and/or answers to questions about boycott regulations or 
problems, American firms should contact the Office of Antiboycott 
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Compliance, U.S. Department of Commerce, Washington, D.C. 


Getting into the Market. The importance of a local agent or 
representative should always be kept in mind when attempting 
to penetrate this market. The local agent or representative 
can provide timely notification to U.S. firms with regard to 
tenders and can also be the link between U.S. firms and 
Ministry officials and decision makers with whom the agent 
tries to remain in constant contact. In order to meet with 
potential local agents/representatives, U.S. businessmen 
should plan to make frequent trips to Kuwait. The use of 

the Department's Agent/Distributor Service (ADS) is encouraged 
also for this purpose. For more information on this program, 
contact your nearest Department of Commerce District Office. 


In this period of recession and heightened competitive 
environment, the concept of joint ventures with Kuwaiti firms 
may be the best and most effective means for competing, 
particularly for project work. 


Management control, limited liability for the partners and the 
shelter from Kuwaiti corporate taxes are all advantages which 
can in most instances be found in a joint venture. Other 
advantages are increased profits and greater incentives on 

both sides to have the business succeed. For the local partner, 
the joint venture can mean more profit from a sale than he 

would gain from an agent/distributor arrangement. For the most 
part, joint venture arrangements are flexible enough to permit 

a very generous split of the gross profits, a split not confined 
to the percentage shares which each partner has in the venture. 
The joint venture also provides the American company an appor- 
tunity to (a) get better acquainted with the Kuwaitis and their 
market; (b) find and exploit commercial opportunities more 
easily; and (c) price their work and services more competitively. 
American consultants in joint ventures, in particular, would 
have an advantage in pricing their services more competitively, 
and, by joining up with local firms would have an opportunity 

to bid on a wider range of projects. Moreover, if they were 

to win more projects, their role in drawing up tender specifica- 
tions for future major projects could bolster opportunities for 
U.S. traders and suppliers. 








